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Macroeconomic indicators were mixed last year, as moderate growth and a reduction in the
seemingly bottomless fiscal deficit contrasted with high inflation and a virtually unpayable foreign
debt. While the government waits for fresh injections of international loans to support its economic
restructuring program, joblessness and steadily increasing rates of poverty call the current economic
policies into question. The economic restructuring plan began in 1990 under former president Rafael
Callejas (1990-1994) but produced poor results. Now, in the second phase under President Carlos
Roberto Reina, the economy continues to be adjusted according to International Monetary Fund
(IMF) guidelines that require new taxes, budget cuts, and reductions in the public payroll, among
other austerity measures.
Under an agreement with the IMF, when the current restructuring phase ends in 1997, the economy
is supposed to have a fiscal deficit of no more than 1.5% of GDP, a 4.5% growth rate, and a maximum
inflation rate of 5% (see NotiSur, 05/04/95). Despite many indications that the economy is in trouble,
the IMF and other multilateral institutions have promised to continue supporting the restructuring
program with loans. President Reina inherited a "badly deteriorated economy" from Callejas, said
Inter-American Development Bank (IDB) representative Federico Alvarez recently. But the harsh
austerity measures the country has had to endure since 1990 have shown results, he said. Among
the positive results is economic growth. A preliminary report by the UN's Economic Commission
for Latin America and the Caribbean (ECLAC) shows that the economy grew by 3.5% last year,
although government figures show a slightly higher 3.6% increase in GDP.
This improvement over the 2% contraction in the economy registered in 1994 is explained by
increased trade and an increase in the value of basic services, according to a government report.
Another positive result is a marked improvement in the fiscal picture. The fiscal deficit is a critical
indicator of government fiscal responsibility, and the IMF relies heavily on it to gauge compliance
with its restructuring guidelines. The deficit in 1995 met the IMF goal of 4% of GDP, dropping
from 7.5% of GDP in 1994, according to government figures. The deficit was brought down, said
economist Martin Barahona, president of the Honduran College of Economists (Colegio Hondureno
de Economistas, CHE), mostly through increases in indirect taxes, although such policies had the
adverse effect of boosting the inflation rate and dampening growth.
The major achievements of the administration's economic policy last year economic growth and
deficit reduction came at the price of inflation, which was the highest in Central America and the
fourth highest in all of Latin America and the Caribbean after Uruguay, Mexico, and Venezuela.
Central Bank figures place the 1995 rate of inflation at 29.5%, compared with 21.7% in 1994. Since
the economic restructuring plans began in 1990, accumulated inflation has totaled 135%. Monetary
policy, aimed at pushing prices down, failed to keep inflation at the 12% target for the year and
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drove bank lending rates up to more than 30%. This led to complaints from the private sector that
growth was being stifled in the interest of an ineffective anti-inflation policy.
During all of 1995, private-sector borrowers and lenders alike pressed for a shift in monetary
policy goals that would favor greater liquidity, industrial expansion, and a boost in exports, while
government continued to favor policies to dampen inflation and cut spending. Key to the economic
restructuring plan is an increase in earnings from the export sector. Exports in 1995 totalled US$1.14
billion, a healthy 24% increase over the 1994 total of US$922 million, according to ECLAC figures.
Maquila products, fruits, meat, and seafood led exports, but some traditional exports, especially
coffee and bananas, did less well than expected. Coffee sales abroad dropped from the projected US
$500 million to US$350 million in 1995. Likewise the value of banana exports, which have declined
in recent years largely because of import quotas established by the EU, dropped to US$100 million
from the US$200 million total reached in 1992 (see, NotiSur, 01/25/96 and 02/08/96). Like exports,
imports also rose but by only 11%. Total imports were US$1.5 billion in 1995 compared with US$1.35
billion in 1994.
As a result, the trade deficit declined from US$429 million in 1994 to US$360 million in 1995.
Although the trade gap was the major factor in running up a US$425 million deficit on the current
account balance, a small surplus in income earned abroad from services and a US$480 million
surplus in the movement of capital left an overall surplus in the balance of payments of US$55
million, compared to last year's surplus of only US$17 million. The foreign debt, which in 1994 was
considered unpayable at US$4.06 billion, increased in 1995 to US$4.2 billion, according to ECLAC
estimates. Service on the debt accounts for more than 30% of the national budget and exceeds the
yearly value of all exports.
The president of the Central Bank (Banco Central) Hugo Noe Pino, said in December that the
foreign debt was the weakest link in the economy, "suffocating" growth and development. To
reduce the foreign debt, the government's strategy is to follow through on IMF requirements,
lowering inflation, privatizing government-owned holdings, and reducing the fiscal deficit even
further through budget cuts. At the same time, the government is waiting to receive a US$130
million disbursement during the first quarter of a US$220 million loan from the World Bank and
the IDB. These loans are intended for support of the state modernization program. The value of
the lempira continued to decline against the US dollar in 1995. The currency closed the year at 10.5
lempiras per US$1.00. That represented a 13% devaluation compared with the end of 1994, when the
exchange rate was 9.27 lempiras per US$1.00.
During the year the government intervened to manage the exchange rate, selling enough foreign
currency to keep devaluation within a controlled range and to provide currency fluctuations with a
degree of predictability. To maintain its defense of the lempira, the government expects to increase
the US$80 million in reserves on hand at the close of 1995. To accomplish this, more stress will be
placed on expansion of the export sector. However, without lower bank interest rates and vastly
improved economic growth, say business leaders, the export sector may not begin to show a surplus
in 1996. Despite varied successes in some of the macroeconomic indicators, indexes of social wellbeing were uniformly negative in 1995. According to UN figures, 74% of Honduran families are poor
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and 54% live in extreme poverty. Un- and underemployment in 1995 affected an estimated 40% of
the economically active population (EAP).
Furthermore, a report by the Planning Secretariat (Secretaria de Planificacion, SECPLAN) shows
that 63% of Honduran families are undernourished. The report also states that there is an outright
housing shortage of 600,000 units, while another 350,000 existing units are considered substandard.
These and similar poverty indexes have generated increasing criticism of the Reina administration.
For example, panelists at a recent forum of the Paris- based Organization for Economic Cooperation
and Development reached the conclusion that poverty was the most serious problem confronting
Honduras and that poverty continues to increase as a result of the economic restructuring measures.
Economist Barahona faulted the government for paying too much attention to meeting the
conditions set by the international lenders and for failing to compensate for the consequences of its
economic restructuring strategy. Wage earners, he said, are hit hard by inflation, and businesses are
unable to invest because of high interest rates.
Private-sector critics of the administration's economic leadership have become more vocal. Paul
Vinelli, president of the country's largest bank, Banco Atlantida, candidly stated that the economic
strategy has made "the rich richer and the poor poorer." In paid newspaper advertisements, the
National Association of Industrialists (Asociacion Nacional de Industriales, ANADI) took a similar
view, blaming poverty on the stringent requirements of the IMF and the World Bank and warning
that private enterprise, particularly the industrial sector, was being weakened by tight money
policies and high import taxes on capital goods. Poverty threatens "governability and the democratic
system," said the advertisement. Nevertheless, Adolfo Facusse, president of the Honduran Private
Enterprise Council (Consejo Hondureno de la Empresa Privada, COHEP), said that businesses were
not willing to give more than a 9% increase in minimum wages.
Government calculations place the minimum income necessary to keep the worker above the
poverty line at US$180 per month, but the current minimum wage is only US$80 per month. Labor
unions are demanding a 100% increase in the minimum wage, a demand that Facusse called
"ridiculous." Addressing the nation at the end of December on the state of the economy, President
Reina said, "We have now passed the worst part. Inflation is one of the greatest problems we have
this year but it will be overcome in 1996 because we have corrected the economy in large part and
we are on the road to economic reactivation." Some analysts expect inflation to remain high in 1996
because of wage demands from labor and requests for budget increases from the military. However,
the government is counting on lower spending and other measures to counter the upward pressure
and bring inflation down to 15% in 1996.
The year started off well with only a 0.5% rise in inflation for January, compared with a 1.5% increase
registered during the same month in 1995, according to the Central Bank. The low rate of increase
for January kept the accumulation for the 12-month period ending in January to less than 24%.
Although there is no departure from IMF austerity medicine planned for 1996, in January, the
government announced a comprehensive plan concentrating on industrial production and job
creation. The plan, said Reina, would put a "human face" on economic restructuring. Reina also
has tried to focus attention on government plans to confront poverty. With many macroeconomic
indicators now showing improvement, Reina announced plans at the end of 1995 to shift greater
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resources to health, education and infrastructure improvement. In this he has support from the IDB,
which has advised the government that reduction of poverty should have high priority.
The 1996 budget passed in December proposes total government outlays of US$1 billion, of which
US$26.5 million will be spent on education and health combined while US$34 million goes to the
military. Reina explained that the military budget includes funds for school construction projects
by the armed forces and is therefore part of the attack on poverty. [Sources: Balance Preliminar
de la Economia de America Latina y el Caribe 1995, Notas Sobre la Economia y el Desarrollo (UNECLAC); United Press International, 12/27/95; Agencia Centroamericana de Noticias Spanish News
Service, 12/10/95, 01/03/96; Inter Press Service, 12/22/95, 12/26/95, 01/03/96, 01/09/96, 01/10/96,
01/16/96; Inforpress Centroamericana (Guatemala), 01/18/96; Bulletin of the Comisionado Nacional
del los Derechos Humanos, 01/30/96; Agence France-Presse, 10/10/95, 12/14/95, 12/22/95, 12/27/95,
01/02/96, 02/01/96,02/03/96]
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